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PREFACE. 

Although the scheme explaified in this 
pamphlet may be said to be simplicity itself, 
the form in which it is now outlined is the 
result of much thought and involved over- 
coming many difficulties. The plan originated 
as a practical proposition, but as criticism after 
criticism raised was met by the discovery of some 
new virtue in the fundamental idea, it became 
certain that a sound scientific reason underlaid 
the practical working. This principle was sought 
for and found, and thus it became possible to 
state in a very simple form a plan which, it is 
confidently claimed, withstands attack from any 
of the very many points of view from which the 
subject can be approached. 

The principle involved is one that can be 
adapted to almost any form of industry ; 
although agriculture, by its very nature, is the 
sphere in which it can be developed to the 
fullest extent and in the most complete manner. 

J. H. C. J. 

6, Belvedere Drive, 

Wimbledon Hill, S.W. 



PROPOSED 
SCHEME OF LAND PURCHASE. 



(i). Landowner to be paid the purchase price 
as to 25 percent, in cash and as to 75 
per cent, in 3 per cent. State-guaranteed 
Bonds taken at their market price, by 
which is meant increasing the purchase 
price to such an amount in excess of the 
cash valuation that by selling the bonds 
representing 75 per cent, of the increased 
price at their market discount the actual 
value is realised in cash. 

(2). The whole of such purchase price to be 
advanced to the farmer' for an annuity of 
;^4 I OS. 6d. per cent, for 18 years and 
^2 1 8s. od. per cent, for the following 49 
years. 

(3). The stipulation to be made that the 
present value of the farmers' annuities 
calculated at the current rate of interest 
for farm purchase {i.e., the rate of interest 
represented by the years' purchase taken 
in calculating the cash value of the farm) 
must not exceed 85 per cent, of the cash 
value of the farm. 



THE FINANCE OF OCCUPYING 

OWNERSHIP AND CO-OPERATIVE 

CREDIT. 



A Study in "Cheap Money" and 
"Compound Interest." 



I. 

The custom, now fairly established, of breaking 
up estates on sales and offering th^ farms 
separately, necessitates a re-consideration of 
the present method of valuing landed property. 
Up to quite lately, when estates were sold, they 
were sold as a whole, and the monetary basis 
was quite a secondary consideration. The pur- 
chaser bought, not for the cash rents received, 
but for the social, political, sporting, and such 
like advantages appertaining to the possession 
of a landed estate. The real return to the 
buyer, therefore, was calculated at so much per 
cent, in cash and so much per cent, in amenities. 
One result of this system was that the farm 
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rents in many cases remained a good deal under 
the true commercial rents. To obtain the right 
capital value under these conditions, the Valuers 
were driven to the expedient of doctoring the 
years' purchase given for the estate, and by 
taking the wrong years' purchase and the wrong 
rent, they managed to ascertain approximately 
the correct capital value. 

When, however, estates are broken up and 
farms sold separately, there are no social or 
other privileges attaching to the ownership of a 
single farm. The sale becomes a purely com- 
mercial transaction, in which, while the land- 
owner is fully entitled to sell on the basis of the 
real commercial rent, he must also take into 
account the true commercial value of money, 
and not expect the farmer to pay for social and 
other advantages unless they actually exist. It 
is necessary to lay emphasis on this point, as at 
present the Valuers have realised that the 
present rents are incorrect, but are retaining 
the old system of calculating the years' pur- 
chase ; thus we find single farms valued at 
25 years' purchase of the real present-day rents, 
creating a position where a landowner sells his 
farm on a 4 per cent, h/sis at a time when he 



A NATIONAL AGRICULTURAL POLICY. 9 

can obtain 4^ per cent, or over on money left 
on mortgage up to three-quarters of its value. 
This fact has only to be thus stated to show 
how wrong a method of procedure has in- 
advertently been established. 

Certain broad principles, often overlooked, 
must underlie the political application of State 
credit. The State, because it can give the 
better security, is always able to borrow cheaper 
dian other parties, whatever the actual value of 
money may be at any particular time. The 
commercial capital value of any investment is 
measured by the income it may bring in, having 
tegard to the value of money proper to the 
security of the continuance of such income. The 
value of money is indicated by the appropriate 
number of years' purchase by which the income 
should be multiplied to arrive at the capital 
value. Years' purchase can be defined shortly 
as representing the value of money in ratio to 
security. If we avoid the mistake hitherto made 
by politicians of trying to fix for all time the 
value of money for State borrowings, and instead 
simply fix a minimum difference of security 
between an investment and the same invest- 
ment guaranteed by the State, we open the 
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road to the solution of many problems. When 
the price of money for Government Stock rose 
to such an extent as to make the Wyndham 
Irish Act inoperative, based as it was upon the 
belief in the possibility of fixing the price of 
money, Mr. Birrell adopted the expedient of 
paying the landowner in depreciated Land 
Stock. If the veto of the Commissioners was 
correspondingly relaxed, this would have had 
no other effect than to increase the price of 
money lent to the tenant. Without sufficient 
relaxation, Mr. Birrell's method was a crude 
over-correction, which would have prevented 
the sale of estates by forbidding the landowner 
to ask the correct price. The years' purchase 
paid in cash for a farm ought indeed to have 
decreased with the rise in the value of money, 
although not by so much in proportion as the 
fall in the price of the bonds. The actual 
result, however, was that the nominal years' 
purchase rose from 17 to 22, while the Land 
Stock fell from a 2f per cent, to a 4 per cent, 
basis. In other words, the depreciation in the 
price of the Land Stock was taken into con- 
sideration when deciding upon the years' pur- 
chase to be allowed the landowner for his estate. 
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In the scheme which I propose to explain, 
which, in part, is a logical and scientific develop- 
ment of this e:q)edient, the financial machinery 
is exhibited by which equitable benefits may be 
assured independently of the fluctuations of the 
money market. 

The natural foundation for the practical 
financing of Co-operative Credit Banks and 
kindred enterprises is, undoubtedly, a proper 
system of occupying ownership, by which rent 
is gradually turned into capital, and the resulting 
savings of each member are secured to the 
community and go to increase the wealth and 
the credit of the whole body. It is necessary, 
therefore, before considering the question of 
co-Operative finance, to formulate a sound 
scheme of occupying ownership. Although it 
is quite contrary to general opinion, it is, as a 
matter of fact, ridiculously easy to draw up a 
scheme of land purchase on a strictly com- 
mercial basis, by which the whole purchase 
money can be advanced to the farmer in return 
for annuities not exceeding the net rental value, 
without any risk to the State or hardship to the 
landowner. The State, indeed, need not be 
asked to find a single sixpence of the money 
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required, but merely has to give the nominal 
guarantees necessary to secure "chea,p money"; 
by the scientific use of which the whole problem 
is solved. The necessary capital would be 
obtained to rank after such guarantees, and 
this completely secures the State against loss 
and insures the transactions being carried out 
on real business principles. 

The proposed scheme for occupying owner- 
ship can be stated shortly in theory and in its 
practical working as follows : — 

SCHEME. 

(i) Landowner to be paid the purchase price 
as to 25 per cent, in cash, and as to 75 percent, 
in 3 per cent. State-guaranteed Bonds taken at 
their market price, by which is meant, increasing 
the purchase price to such an amount in excess 
of the cash valuation that by selling the bonds 
representing 75 per cent, of the increased price 
at their market -.discount the actual value is 
realised in cash. 

(2) The whole of such purchase price to be 
advanced to the farmer for an annuity of 
;^4 I OS. 6d. per cent, for 18 years and 
£2 1 8s. od. for the following 49 years. 
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(3) The stipulation to be made that the 
present value of the farmers' annuities calculated - 
at the current rate of interest for farm purchase 
{i.e., the rate of interest represented by the 
years' purchase taken in calculating the cash 
value of the farm) must not exceed 85 per cent, 
of the cash value of the farm. 

PRACTICAL WORKING. 

The farm to change hands on the basis of 
its net rental value and not of its capital value. 
The bargain between landowner and farmer to 
be confined, therefore, to ascertaining and agree- 
ing upon the real net rental value. The land- 
owner in consideration of his accepting 75 per 
cent, of the purchase price in 3 per cent. State 
Bonds to be given a constant fixed years' pur- 
chase of 22.24 years. 

The root principle on which the above scheme 
.s founded is the recognition of the fact that the 
rate of interest for investment in farm property 
bears a proportionate relation to the rate of 
interest for investment in a State Bond secured 
on farm property. The years' purchase given 
for the farms, therefore, should move with the 
rise and fall of money for investment in such 



14 A NATIONAL AGRICULTURAL POLICY. 

ratio as the security of farm property is deemed 
to be inferior^to the security of a State Bond 
secured on farm property. Thus, for example, 
if this relationship between the two classes of 
security is fixed at a constant difference of say 
i|- per cent., then, when the rate of State credit 
is 31^ per cent, the farm should be bought to pay 
5 per cent, on the investment, and the State 
by selling an annuity of jCyo a year can raise 
enough money to buy a rental of ;^ioo a year. 
Again, if money is cheap, and the farm can be 
bought to pay 4^ per cent, with its concomitant 
of State credit at 3 per cent., then the sale of 
an annuity of only £66 13s. 4d. would suffice 
to buy the ;^ioo rental. It is obvious that the 
large margin thus secured by means of the 
State guarantee is ample to provide a sufficient 
sinking fund, to cover all expenses, to insure 
against bad debts, to, offer the farmer generous 
terms and to treat the landowner very fairly. 

In the practical working of the scheme, the 
constant years' purchase is fixed at 22.24 years 
on the assumption that an investment in a farm 
should yield i per cent, more interest than an 
investment in a mortgage thereon up to three- 
quarters of its value, while such mortgage it is 
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taken should yield about ^ per cent, more 
interest than when it is guaranteed by the State. 
The assumption of i^ per cent, difference in the 
rates of interest, which works out at about 
I year's purchase less than the stipulation that 
the tenant shall not pay more than 85 per cent, 
of its value for the farm, leads to a nominal 
purchase price for different rates of interest, 
within a reasonable range, varying from 21^ to 
22^ years' purchase. Moreover, by taking 
22.24 years' purchase the first annuity paid by 
the farmer under the scheme approximates to 
the real net rental of the farm. It is taken 
therefore that the security of the State's guar- 
antee reduces the rate of interest on the money 
advanced for the purchase of the farm by 
i^ per cent, which is adopted as the constant 
difference between the two classes of security. 
The actual formula selected is of course open to 
argitment, but the above will be found to work 
excellently well in practice. The result of its 
acibption. would be that when the a,greed rental 
value is the true value, the farmer buys his 
farm for from 80 to 85 per cent, of its value, 
while the landowner receives the full cash value 
with a fair margin in his favour for negotiations. 
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In land purchase "everything depends on the 
price," and it is clear that the benefit bestowed 
upon the purchasing tenant, as well as the 
security enjoyed by the State, must be assured 
by some limitation of the purchase price. If 
the purchase price is too great, the tenant 
might be pressed to make his annual payments 
— ^which would be beyond the productive 
capacity of the farm — and in the event of 
failure the State might be forced to take 
possession of a farm worth actually less than 
the sum advanced upon it. For many reasons 
it is better to establish the sale on a voluntary 
basis, and allow the landowner to take his part 
in fixing the purchase price, always providing, 
for the sake of both the State and the tenant, 
that the latter shall receive some material 
advantage besides the actual facilities for 
purchase arising from the State machinery 
organised for his benefit. 

If we make the stipulation that the first 
annuity shall not exceed the certified net rental 
value of the farm, we may calculate the benefit 
bestowed upon the tenant, and measure the 
security enjoyed by the State, as follows : — 
Taking interest at 5 per cent., the present 
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value of a perpetual annuity equal to the net 
rental value is 20 years' purchase of that rent, 
while the present value of the annuities paid by 
the farmer is 16.53 years' purchase, whence we 
see that the farmer pays only 8^.67 per cent, of 
its value for his farm, while the State has made 
itself liable for a little under 72 per cent. 
Again, at 4^ per cent, the farmer obtains his 
farm for 80.89 per cent, of its value, and the 
State is liable for about 67 per cent. It is, 
therefore, obvious that both the purchasing 
tenant and the State are amply safeguarded ; 
and the stipulation allows for a purchase price 
differing by i per cent, or 2 per cent, from that 
deduced from the certified valuation. In case 
this should be thought to limit the scope of 
negotiations too closely, or to allow an insufficient 
benefit to a landowner willing to break up his 
estate, it is suggested that both State and 
tenant could be sufficiently safeguarded by the 
stipulation that the present value of the tenant's 
annuity shall not exceed 85 per cent, of the full 
value of the farm. This would allow of a 
margin of 5.4 to 6.4 per cent, for negotiations, 
that is to say, it would allow for the possibility 
of the certified valuation being in error to this 
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extent. It would, further, afford a safeguard, 
protecting the tenant to an equal extent, what- 
ever might be the value of money. 

It should be borne in mind that the rental 
value taken is not the present rent paid, but the 
proper commercial net rent for a term of years. 
It would, therefore, take into due account the 
individual peculiarities of different farms, the 
current estimates of future prices of agricultural 
produce, repairs, taxes, and even social prestige, 
but only so far as this can be said to apply to 
the ownership of a single farm. These items 
are far better and more correctly expressed in 
terms of rent than, as is now the case, calculated 
in the years' purchase. This being so, the 
years' purchase would revert to their proper 
function, and simply denote the value of money 
from time to time for investment in farm 
property. This value is represented in the 
scheme by taking a constant difference of 
i^ per cent, over the market yield of a perfect 
security, which — besides indicating the current 
market value of money — is governed in its minor 
fluctuations by the fact that the supply of it 
depends chiefly on the rate at which land is 
being sold. This constant difference of i^ per 
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cent, is, of course, only a practical formula, and 
however workable as such, theoretically is 
subject to some small fluctuation. This 
academic difficulty, however, is adequately met 
by making the actual controlling stipulation the 
condition that the present value of the farmers' 
annuities calculated at the current rate of 
interest for farm purchase should not exceed 
85 per cent, of the capital value. This merely 
fixes a minimum difference between the two 
classes of investments sufficient to secure to the 
farmer the real benefit of the cheap money 
obtained through the State's guarantee. Up to 
now this has been the great difficulty in all 
schemes of land purchase. 

The two following examples illustrate the 
practical working of the whole scheme very 
clearly. They are quite convincing as to the 
great advantages gained by both farmer and 
landowner thereunder. 

Example No. i. 

Agreed net rental value ;i^ioo. Price of 
Bonds 90.36 (yield, including redemption, 
3^ per cent.). Corresponding years' purchase 
fprfarm property, 20 years, or 5 per cent. = cash 
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value of farm ;^2,cxx>. Nominal purchase price, 
22.24 years' purchase of ;^ioo - ^2,224, pay- 
able ;if 556 in cash and ;^i,668 in 3 per cent. 
Bonds. Bonds sold at 90,36 realise £1,507, 
which» with the £$$6 cash, makes j^2,o63 cash 
received by landowner, or ;^63 more than the 
cash value of the farm, namely, ^2,060. 
Farmers' annuities : (i) 4.525 per cent, on 
;^2,224 = ;^ioo I2S. gd. for 18 years; and 
(2) 2.9 per cent, on ;^2,224 = jC^^ los. for 
following 49 years. Present value of these 
annuities at 5 per cent, (the current fate of 
interest for the purchase of farm property) 
= ;^i|653, or 82.67 per cent, of £2,000, the 
cash value of the farm. In other words, if the 
agreed rental value is the true value, the farmer 
buys his farm for £347 leSs than its value and 
pays for the same on the easiest of instalments, 
while the landowiier receives £63 more than 
the cash value of the farm if he sells his Bonds. 
If the Valuer is of opinion that the net rental 
value is only ;^98 per annum and not ;^ioo, he 
could still pass the bargain as at 20 years' 
purchase the cash value would be v^ 1,960, a.nd 
the present Value of the fafmefs' annuities, viz., 
;^i,653, would be just less than 85 per cent, of 
;^i,96o. 
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Example No. 2. 

Agreed net rental value ;^ioo. Price of 
Bonds 95.63 (yield including redemption 3|- per 
cent.). Corresponding years' purchase for farm 
property 21.05 years, or 4f per cent. = cash 
value ;^2,i05. Nominal purchase price 22.24 
years' purchase of ^100 = ;^2,224, payable as 
before, ;^556 in cash and ;^i,668 in 3 per cent. 
Bonds. Bonds sold at 95.62 realise ;^i,595, 
which with the ;^556 cash makes ;^2,i5i cash 
received by the landowner, or ;^46 more than 
the cash value of the farm, viz., ;^2,io5. 

The farmers' annuities are the same as in 
No. I, and their present value at 4f per cent, 
(the current rate for farm purchase) is ;^ 1,7 28 
or 82.08 per cent, of ;^2,io5, the cash value of 
the farm. 

In this case the Valuer could pass the bargain 
if he decided that the net rental value was 
;^96 15s. od. instead of the ;^ioo agreed 
upon between the contracting parties. 

Thus it is seen that by taking a fixed years' 
purchase of 22.24 years and paying 75 percent, 
of the purchase price in bonds, both farmer and 
landowner are benefited considerably, whatever 



22 A NATIONAL AGRICULTURAL POLICY. 

the value of money may be, and that by the 
further stipulation as to the present value of the 
farmers' annuities there is provided an ample 
margin for astute bargaining between the two 
parties as to the right rental value. 



II. 

We can now turn for a few minutes to the 
machinery it is proposed to set up to carry out 
the scheme. This is more or less a technical 
subject, and as no question of principle comes 
in, the proposals are open to modification. The 
details have, however, been very carefully 
thought out, down indeed to the question of 
book-keeping — and it has been ascertained that 
the money for subscription of the ordinary 
shares of the Bank — on which any loss must 
entirely fall in the first instance — can be found 
on the terms set out. 

It is proposed to form a Bank with a capital 
of £3,000,000 divided into £2,700,000 3 J per 
cent. Preference Stock and £300,000 Ordinary 
Stock. The Bank to be authorised to issue 
3 per cent. Land Bonds guaranteed by the 
State and redeemable at 105 per cent, up to 
75 per cent, of the certified purchase price of 
the lands pledged as security. It is proprosed, 
that the £2,700,000 3^ per cent. Preference 
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Stock shall be subscribed by the State, and 
either left uncalled or, if deemed necessary, paid 
up by instalments of, say, £250,000 per annum. 

The Bank wbuld lend the first 75 per cent, of 
the loans to farmers on first Mortgage at 3 per 
cent., redeemable ^t 5 per cent, premium, and 
pay the same in 3 per cent. Bonds redeemable 
at the same premium. The remaining 25 per 
cent, it would lend in cash on second Mortgage 
at 4 per cent, repayable in 18 years, and would 
also charge a small sum in addition to cover 
expenses and insurance. The initial capital of 
;^3,oc)0,cxx) would be sufficient to finance loans 
up to ;^ 1 2,000,000, and as further advances 
with additional land bonds will be made as the 
instailments of the original loans are repaid, a 
"snowball " system is set up, by which loans up 
to £50,000,000 might easily be financed over a 
period of 1 8 to 20 years without further capital 
being required. 

The £300,000 Ordinary Shares which take 
all the risk of logs as well as the chances of 
profit, it is suggested should be subscribed by 
the public, and as the chances of profit are very 
considerable, while the risk of loss is practically 
nil, there will be no difficulty in obtaining the 
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necessary money. The State could, of course, 
subscribe the money itself, but there are many 
advantages in the other method and no disad- 
vantages. The State by its subscription of the 
Preference Stock, obtains the voting power and 
coniplete control. The Shareholders obtain no 
advantage from the State's guarantees, as the 
bonds are passed on exactly as created, and 
although the State subscribes for the Preference 
Stock at so low a rate as 3^ per cent., this 
advantage is also passed on to the farmer, who 
is, in his turn, lent the money on second 
Mortgage at as low a rate as 4 per cent. The 
advantages gained are better and more econo- 
mical business management, and the avoidance 
of political intrigues. It also prevents any 
criticism on the ground of the State engaging 
in trade, and it secures the State from any 
possibility of loss. The actual provisions of the 
scheme as far as the Bank is concerned are set 
out fully in the suggested prospectus and 
accounts attached. The pro forma accounts 
show very clearly that while the farmer buys 
his farm for under 85 per cent, of its value, and 
the landowner receives in cash up to 6 per cent, 
in excess of its value, the Bank on its side 
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earns over lo per cent, on its Ordinary Capital 
with perfect security. These remarkable results 
are made possible by the scientific use made of 
the cheap money supplied by means of a purely 
nominal guarantee given by the State, while 
the State reaps its advantage for taking this 
nominal risk by the increase of the material 
prosperity of the country-side, arising from 
turning the dead-loss of rent into actual savings 
and capital. 



III. 

When we turn to the problem of financing 
Co-operative Credit Banks, it is apparent at 
once in what a very strong position all parties 
are placed by this scheme of occupying 
ownership. 

If, on the sale of an estate, the tenants form 
themselves into a syndicate and buy in com- 
bination on this system I have just described, 
they start not only with co-operative credit, but 
also possess actual security with which to safe- 
guard such credit, as they own their farms, for 
which they only have to pay 85 per cent, of the 
value — and this by the easiest of instalments — 
and they also keep the whole of their present 
capital intact. In the event of one man going 
under, the rest, who would hold his farm as 
security, have only to work or let it sufficiently 
well to produce enough to pay the remaining 
annuities to rid themselves of all liability and to 
reap a handsome reward. Again, each year the 
payment of the sinking funds provides a strong 
and increasing reserve against all contingencies. 
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Co-operative credit is a source of strength, 
but co-operative credit plus occupying owner- 
ship on an 85 per cent, value basis with a strong 
sinking fund for 18 years, spells absolute 
security both to the co-operating farmei: and to 
the financing bank. Taking the estate as the 
unit, the idea would be to combine all the pur- 
chasing tenants into a Co-operative Bank, the 
capital of which could be obtained by increasing 
the purchase loans by i or 2 per cent, all round 
— -which would be justified by the additional 
security afforded by co-operative credit-— ^nd 
giving the purchasers shares in the Bank for 
their proportions. The Bank could borrow 
other monies from the State Bank on short 
loans up to a fixed proportion of the sinking 
funds paid. The Bank could also receive 
deposits at interest from its members, and when 
it did not require the money to lend, the State 
Bank would allow 4 per cent, interest on an 
a,mount up to the aggregate sum outstanding 
on second mortgages. It is for the agriculturist 
to decide upon the exact form of co-operation 
required, but occupying ownership is the only 
safe foundation on which to build up co-operative 
finance. 
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The scheme of occupying ownership which I 
have outlined is thoroughly practicable, and if 
the State consents to give the nominal guarantees 
necessary to secure cheap money, the whole 
system could be financed and started to-morrow 
without calling on the Treasury for any assist- 
ance. The only Parliamentary sanction required 
— apart from subscribing the uncalled capital — 
would appear to be the granting of a Royal 
Charter to the proposed Bank authorising it to 
commence business, and giving to it the right 
to issue Land Bonds with the State's guarantee, 
but only up to 75 per cent, of the purchase price 
of the lands pledged as security as certified to 
by its own Valuer. 

I have not in this paper gone into matters 
other than those which come well within the 
term of "practical politics," but I cannot con- 
clude without pointing out that the scheme, if 
adopted and successfully managed, might well 
end in solving, and solving in a very compre- 
hensive manner, the problem of the decentral- 
isation of credit, which is rapidly becoming one 
of the burning questions of to-day. 

J. H. Clifford Johnston. 



APPENDIX I. 



Chief Features of Proposed Land Purchase 
Scheme for England. 



1. The whole of the purchase price up to the full 
commercial value of the farm is advanced, which (by- 
reason of the State's ability to borrow cheaper than 
other people) can be done under this system of 
reducible Mortgages with a greater margin of safety 
than an ordinary lender obtains when he advances up 
to 70 per cent, of the value on an ordinary mortgage. 

2. The landowner is paid 25 per cent, in cash and 
75 per cent, in Bonds, which are, however, taken at 
their selling market value, so that if he wishes he can 
sell the Bonds and receive the full value of the farm 
in cash. 

3. The farmer pays £it los. 6d. per cent, for 
18 years, and £2 i8s. per cent, for 49 years, an 
average of £"*, 6s. gd. per cent, over the 6"^ years. 
His first annuity should work out at about the true 
net rent of his farm, while the second annuity should 
be about 35 per cent, less, so that instead of his rent 
being, as now, a dead loss to him, he is saving money 
each year in increasing amounts while actually paying 
less than he ought to do for rent alone. 

4. The farmer is at no disadvantage by taking the 
Bonds at their market value, as if they fall in price it 
means that the value of money has gone up, which 
factor also influences the price he gives for the farm. 
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5. The proposed initial capitalisation of ;^3,ooo,ooo, 
of which only ;£'300,ocxd will be subscribed as paid up, 
would be sufficient to finance loans up to ;f 12,000,000 
at once, and of, say, ;£^so,ooo,ooo, spread over a period 
of 18 to 20 years, 

6. The State runs no risk of loss on flotation of 
Stock. 

7. The subscribers of the ;£^300,ooo paid-up Capital 
take what little risk there is, and, on the other hand, 
the whole of the profit is theirs. This profit will be 
considerable from the first, and increase each year. 
If the State does not wish to run any risk whatever, 
the necessary funds can be very easily found. • 

8. There could be little risk of the price of land 
being artificially raised because of the scheme. 

9. The scheme can be extended to finance Co- 
operative Credit Banks, and many othet similar 
enterprises, the natural foundation for which is a 
proper system of occupying ownership. 



APPENDIX II. 



specimen Prospectus of hypothetical State Bank, showing 
Working of Proposed Land Purchase Scheme for England. 



STATE MORTGAGE BANK OF THE 
BOARD OF AGRICULTURE. 

Authorised Capital ;^3,C)00,ooo 

Capital subscribed ;^3,C)00,C)00 ^ 

Capital paid up (Ordinary Stock) 2^300jCXX3 
Uncalled Capital — subscribed by 
the State — (3^: per cent. Prefer- 
ence Stock) ;£"2,700,000 

Borrowing powers. Authorised to issue 3 per cent. 
Land Bonds guaranteed by the State and redeemable 
at 105 per cent, up to 75 per cent, of the certified 
purchase price of the lands pledged as security. 

The Bank is prepared, in cases where the landowner 
agrees to accept payment in the manner set out here- 
after, to entertain applications for loans from farmers 
in occupation of and desiring to purchase their farms, 
for any sum up to the full amount of the purchase 
price certified by a valuer, appointed by the Board of 
Agriculture, to be a fair price, having due regard to 
the rent paid, the profits earned under present con- 
ditions, and the market price of the 3 per cent. 
Land Bonds. 

The Loans will be made in return for the following 
annuity payments (which include both interest and 
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repayment of Capital) for every £ioo of the certified 
purchase price : — 

(i) If the whole purchase price is advanced : 

;£'4 I OS. 6d. for i8 years (being at the rate of 
£/^ I OS. 6d. per cent on the amount 
advanced) and £2 i8s. for the following 
49 years. 

(2) If 87^ per cent, is advanced : 

;^3 I OS. 2d. for 18 years (being at the rate of 
£^ per cent, on the amount advanced) 
and £2 1 8s. for the following 49 years. 

All annuities to be payable in two half-yearly sums 
of one-half the above amounts. 

The Bank will set aside out of the annuities a sum 
equal to \ per cent, on the amounts advanced on 
second Mortgage as an insurance fund against bad 
debts, and such fund will not be available for dis- 
tribution as dividend. The Bank may, instead of 
creating its own insurance fund, insure the first 
18 years' annuities of each loan with an approved 
Insurance Company at a similar cost. If any portion 
of the risk is not accepted by either the Bank or 
an Insurance Company, the farmer may provide 
Guarantors for the balance, who must lodge 3 per 
cent. Land Bonds as security, and such Bonds will 
be entitled to receive an additional \ per, cent, 
interest until released. 

Method of Making Payments. 

The Advances will be made as to 25 per cent, in 
cash and as to 75 per cent, in a 3 per cent. Land Bond 
secured as a first Mortgage on the lands, guaranteed 
by the State, and repaid by drawings each year at 
105 per cent, over 67 years. 

The Valuation would be a cask valuation, and 
therefore the purchase price must be an amount of 
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which, if 25 per cent, is paid in cash and 75 per cent, 
in Bonds, and the Bonds are taken at the selling 
market price, the total value would not exceed the 
cash valuation. 

The farmer is given the lowest rate at which the 
State can borrow, as represented in the market price 
of the finest Mortgage Security in the world, and the 
years' purchase paid for the farm should be influenced 
by the price of the Mortgage Bonds. 

Loans will be granted or refused at the absolute 
discretion of the Board of Direction. 

Method of Calculation of Annual 

Payments. 

On the first 75 per cent, (which is lent on first 
Mortgage) interest is calculated at 3 per cent, and 
the sinking fund at a rate to repay the principal 
within 67 years at 105 per cent. On the last 25 per 
cent., or any portion thereof (which is lent on second 
Mortgage), interest is charged at 4 per cent., and the 
sinking fund at a rate to repay the principal within 
18 years, while a small sum is charged in addition to 
cover expenses and insurance. 

Borrowers are allowed to repay additional amounts 
on any interest date during the first 18 years or until 
the loan is reduced to 70 per cent., and such amounts 
are credited at the end of each year in reduction 
of the second Mortgage, when they earn 4 per cent, 
compound interest, and reduce the period of the 
higher payment from 18 years to the corresponding 
shorter period. When the second Mortgage is repaid 
the balance of the loan may be paid off as a whole at 
any interest date in 3 per cent. Land Bonds taken at 
the par nominal value. At this stage instalments will 
not be accepted, but the borrower, by buying Bonds, 
obtains the equivalent advantages, and if he pays 

C2 
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under 105 per cent, he saves the difference between 
the price he pays and 105 per cent, when he uses the 
Bonds to pay off the loan. 

The farmer should note that the averse rate he 
pays over the 67 years, if the whole purchase price is 
borrowed, is only about £i 6s. gd. per cent, as against 
£^ los. per cent, paid by the Irish farmer (without 
calculating the theoretical value of the use of money), 
and that the period of the higher payment can be 
greatly shortened by making additional payments in 
prosperous years, which payments would earn the high 
rate of 4 per cent, compound interest. Also that, of 
the £4. I OS. 6d. per cent, paid for the first 18 years, 
even in the first year no less than £l 3s. 3d. is made 
up by the sinking funds, which are the farmer's 
savings, and represent so much money invested by 
him, while at the end of 18 years the farmer is to all 
intents and purposes absolutely secured in the pos- 
session of his farm, as it will then only be subject to 
a first Mortgage at an interest of a trifle over 3 per 
cent. 

Details of Annuities. 
First Annuities : — 

(i) If the whole purchase price is advanced — 

Interest at 3 per cent, on first 

Mortgage of ;£'7S ^^250 

Sinking Fund at ^ per cent, on 

first Mortgage of ;£"7S ,.^ o 3 9 

Interest at 4 per cent, on second 

Mortgage of ;£'2S I o o 

Sinking Fund on second Mort- 
gage of ;^2S o 19 6 

Insurance... ... ... ... 013 

Expenses O i o 

£4 10 6 
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(2) If 87I per cent, is advanced — 

Interest and Sinking Fund on 

first Mortgage of ;£'7S ... £2 8 9 
Interest and Sinking Fund on 

second Mortgage of ;;f 1 2 10s. 

Insurance 

Expenses 



Second Annuity in each case — 

Interest at 3 per cent, and Sinking 
Fund on £70.8^^, balance of 

first Mortgage 

Expenses 



19 

I 


9 
oh 


£3 10 


2 


£2 16 

I 


10 

2 


£2 18 
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APPENDIX 



STATE MORTGAGE BANK OF 
Pro Forma Accounts showing Anticipated 



BALANCE 



To Subscribed Capital 

Z«j .• Capital uncalled 

Capital paid up 

„ Loans at 3^% secured on Uncalled Capital 

„ 3 % Land Bonds — including Premium 5 % 

secured as First Mortgage on the Lands 

and guaranteed by the State — repayable 

by drawings each year at 105 % over 

67 years 

Less: Bonds drawn and repaid 

„ Insurance Reserve 

„ Reserve Account 

„ Nett Revenue Account 

Less : Transferred to Reserve 



;£3,ooo,ooo 

2,700,000 



9,450,000 
22,500 



31,250 
10,000 



;^300,ooo 
2,700,000 



9,427,500 

7>5oo 
10,000 



21,250 
; gi2,466,25o 



To Interest on 3 % Land Bonds 

„ Interest at 3J % on Loan ^2,700,000 ... 

„ Expenses of Management 

„ Insurance Fund for Bad Debts 

„ Balance to Revenue Appropriation Account 



REVENUE 

;^270,00O 

87,750 

7,000 

7,500 
31,250 



/403.SOO 



To Reserve 

„ Dividend at 5 % on Paid-up Capital 
„ Balance carried forward 



REVENUE APPROPRIATION 

;£lO,000 

15,000 

6,250 
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III. 

THE BOARD OF AGRICULTURE. 
Results of the First Full Year's Operations. 

SHEET. 

By Loans to Farmers— 

On First Mortgage, including 5% 

Premium ;£9,4So,ooo 

Less : Repayments of Principal 22,5cxj 

£9,427,500 

On Second Mortgage 3,000,000 

Less : Repayments of Principal 1 17,000 

2,883,000 

;£l2,31O,S0O 

„ Cash— 

On Capital Account — Sinking Fund... 117,000 

„ Reserve Fund i7)5oo- 

„ Revenue Account 21,250 

155,750 



;£i2,466,25o 



ACCOUNT. 

By Amounts received from Farmers ;£543,ooo 

Less : Repayments of Principal — 

First Mortgage ... £22,500 
Second Mortgage... 117,000 

139,500 



403,500 
£403,500 



ACCOUNT. 

By Balance from Revenue Account ;£3i)2So 



;^3i,25o 



APPENDIX IV. 

This diagram shows the nominal* purchase price 
expressed in terms of the certified net rent, according 
to the different rates at which the State can borrow. 
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(a). The landlord gets the correct price derived 
from the certified rental value. 

(b). The tenant buys his farm for 85 per cent, of its 
worth. Points i and 2, example No. I. ; 3 and 4, 
example No. II. 

1. Agreed rent £\oo, certified rent £\oo. 

2. Agreed rent ;f 100, certified rent £98. 

3. Agreed rent £\QO, certified rent £100. 

4. Agreed rent ;£'ioo, certified rent £<^ 153. 

* Nomihal purchase price paid, 25 per cent in cash and 75 per 
cent, in bonds at par. 



